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KEY ECONOMIC INDICATORS: HONG KONG 


Vaiue In US$ milifon at Average Exchange Rates: 
current prices unless 4985 Jan.-Mar. US$1=HK$7.803 1983 Jan.-Dec. US$1=HK$7.273 
otherwise stated 1984 Jan.-Dec. US$1=HK$7.818 1982 Jan.-Dec. US$1=HK$6.072 
1982 1983 1984 % Change 
1984 over 
1983 *#* 
INCOME, PRODUCTION & EMPLOYMENT 
GDP @ Current Prices (US$ BI1) (#) 30.4 28.4* 3120"" +19.7 
GDP @ Constant 1980 Prices (US$ BI1) (#) 25.0 2241" 22,.8** +9.6 
GDP Per Capita, Current Prices (US$ Bi1) (#) 5,805.8 5,355.9*  5,9357.3** +18.6 
GDP Per Capita, Constant 1980 Prices 
(US$) (#) 4,777.4 4,157.8* 4,246,.2** +8.5 


PRODUCTION (= COMESTIC EXPORTS) 
Garments 4,748.6 4,725.0 5,975.2 +35.9 
Electronic Products 2,632.7 3,278.8 3,905.5 +28.0 
Electrical Machinery & Appi lances 997.4 1,127.9 1,468.3 +399 
Telecommunications Equipment 934.1 1,156.4 1,407.3 +30.8 
Office Machines 373.8 707.3 1,139.4 +73.2 
Watches & Clocks 1,180.8 1,135.6 4,135.2 +7.5 
Textiles 832.0 974.0 1,104.0 +21.8 
Plastic Toys & Dolls 1,038.5 824.8 1,076.2 +40,2 
Registered Manufacturing Employment ('000) 856.0 865.0 905.0 +4.6 
Registered Manufacturing Vacancies ('000) 30.0 41.0 42.1 +2.7 
Overall Real Wage Index (March 82=100) 98.8 97.0 96.9 -0.1 
Tourtst Arrivals ('000) 2,609.0 2,775.0 3,153%0 +13.6 


MONEY & PRICES 

Total Money Supply (M2 US$ BI1) 34.1 35.4 40.2 +21.9 
Total Money Supply (M35 US$ BI1) 41.4 42.8 49.7 +24.8 
External Public Debt (As at end of fiscal year) 41.9 42.9 49.9 +25.0 
Prime Lending Rate (%) 10.5°16 11.516 8.5-17 -7.3 
Consumer Price Index (A) (Oct.79-Sept.80=100) 130.3 143.2 154.9 +822 


FOREIGN TRADE 

Domestic Exports to World (FOB) 13,679.1 14,355.1 17,643.3 +32.1 
To U.S. 5,143.8 6,022.5 7,85u.3 +401 

Re-exports to World (FOB) 7,306.9 7,740.1 10,681.0 +483 
To U.S. 925.0 - 1,705.6 1,548.9 +50.8 

Imports from World (CIF) 23,540.9 24,122.4 28,571.2 +27.3 
From U.S. 2,546.8 2,637.0 3,178.1 +27.1 


TRADE WITH U.S. IN 1984: 

Exports: Garments 3,022.8 Imports: Electrical Machinery 592.3 
Electronic Products 1,849.6 Office Machines 389.4 
Electrical Machinery 791.9 Tobacco Manufactures V2.7 
Telecommunications Equip. 665.7 Vegetables & Frult 161.0 
Office Machines 647.0 Non=metal lic Minerals 154.9 
Plastic Toys & Dolls 653.5 Transport Equipment 109.9 
Watches & Clocks 443.7 Textile Fibers 90.3 
Textiles 162.4 

* Provisional estimates 

** Preliminary estimates 

*** Calculated In HK$ terms 

Notes: The HKG adopted a new method of estimating the GDP In 1983 and all figures above 
have been re=-alculated by this method. For this reason, these figures are not 
comparable to those In previous Hong Kong Economic Trends Reports. 


(#) Apparent declines In the GDP figures from 1982-83 are the result of conversion to U.S 
dollars, in light of the depreciation of the Hong Kong dollar. 





SUMMARY AND OUTLOOK 


ECONOMY IN 1984: 1984 was a banner year for Hong Kong's 
economy. Real gross domestic product (GDP) grew by 

9.6 percent, primarily as the result of increased exports to 
major markets, especially the United States. Domestic exports 
grew by 23 percent in U.S. dollar terms. The seasonally 
adjusted unemployment rate declined to about 3.8 percent, 
which is considered as equivalent to full employment. The 
Hong Kong dollar, linked to the U.S. dollar, remained largely 
Stable throughout the year. In fact, on a trade-weighted 
basis, the overall value of the Hong Kong dollar was 11 percent 
higher at the end of the year than the year earlier. The rate 
of inflation, as measured by the Consumer Price Index (A), 
Slowed from 9.9 percent in 1983 to to 8.1 percent in 1984, 


The signing of the Sino-British accord regarding Hong Kong's 
future contributed to a revival of confidence in the business 
community. The property market and stock market, hardest hit 
by political uncertainties, rebounded smartly. The tourism 
industry continues to thrive. China's modernization efforts 
also had a beneficial effect on Hong Kong's economy. Except 
for the newly enforced U.S. rules of origin for textile 
products, and the worldwide slump in the shipping industry, 
1984 ended on a very buoyant note for Hong Kong. The outlook 
for 1985 is fairly positive, with most economists forecasting 
a 6-8 percent GDP growth for the year. 


FOREIGN INVESTMENT: According to a recent survey--by no means 
a comprehensive one--by the Industry Department, total foreign 
investment in Hong Kong's manufacturing sector reached almost 
HK$11.4 billion ($1.5 billion) at the end of 1984. The United 
States remains Hong Kong's largest foreign investor accounting 
for more than half of that total. The American Chamber of 
Commerce in Hong Kong estimates that total U.S. investment in 
all sectors in the territory to be $4-5 billion. 


HONG KONG=-PRC TRADE: Hong Kong is also becoming increasingly 
important as an entrepot for trade between China and the rest 
of the world, serving as the hub for sea, land, and air 
transportation and electronic communication in and out of 
China. In 1984, total trade between Hong Kong and China 
increased 55 percent to reach $12.2 billion. Re-exports 

from Hong Kong to and from China increased 76 percent. The 
8.6 million visitors (both local and foreign tourists) who 
traveled from Hong Kong to China last year provided 
substantial foreign exchange for China. 


PROSPECTS FOR U.S. FIRMS: U.S. firms can benefit from Hong 
Kong's industrial diversification efforts by aggressively 

Pursuing the markets generated by Hong Kong's needs. Best 
prospects for U.S. exports to Hong Kong include electronics 
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products, testing equipment and supplies, security and safety 
equipment, packaging equipment and materials; health care 
equipment, sophisticated electronic components and consumer 
products such as food, apparel, home furnishings and 
appliances, building hardware and supplies. 


OUTLOOK FOR 1985: After the strong performance in 1984, growth 
in 1985 is expected to be moderate, especially in view of the 
expected slowdown in the U.S. economy. The Hong Kong 
Government has forecast a real growth rate of 7 percent for 
GDP and 11 percent for domestic exports for 1985, down 
respectively from the 9.6 percent and 17 percent in 1984. 
(Economists less conservative than the Hong Kong Government 
have higher forecasts.) These growth rates, probably 
incorporating expected decline in textile shipments partly due 
to the new U.S. country of origin rules, are still very 
respectable if realized. Other manufacturing industries and 
financial services will likely perform well. With the renewed 
Stability and confidence brought by the Sino-British accord, 
declining inflation, and effective full employment, domestic 


consumption is expected to increase to offset the lower export 
growth. 


Manufacturers, whose orders-on-hand in December, 1984 averaged 
4.5 months, will probably continue to do well in the first half 
of 1985, but the growth rate will be lower than the first half 
of 1984. Textile manufacturers provide an exception to the 
rule as their orders~-on-hand, partly affected by the new U.S. 
country-of-origin rules, averaged only 2.3 months in December. 


The following table contains the Hong Kong Government estimates 
of key economic indicators for 1984 and its forecasts for 1985. 


Key Economic Indicators for 1984 and 1985 


1984** 

Total Exports of Goods +21. 8% 
Domestic Exports +17.2% 
Re-exports +30.5% 
Imports of Goods +14.6% 
Exports less Imports of Services +12.2% 
Increase in Stocks +21.0% 
Gross Domestic Product (GDP) +9.6% 
Per Capita GDP (HK$) +8.5% 
Real Income +11.1% 
GDP Deflator +9.2% 
Consumer Price Index ‘{A) +8.1% 


Sources: 1985 Economic Prospects 
Notes: **: Preliminary Estimate 
N.A.: Not Available 
Figures are computed from data in HK$ terms. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


1984: Hong Kong's economy performed well in 1984 as a result 
of strong export growth attributable to economic recovery in 
its main export markets such as the United States, China, the 
United Kingdom and the Federal Republic of Germany. Real gross 
domestic product grew by 9.6 percent and domestic exports by 

23 percent in U.S. dollar terms. The seasonally adjusted 
unemployment rate declined to about 3.8 percent which is 
considered equivalent to full employment. The inflation rate, 
as measured by the Consumer Price Index (A), slowed from 

9.9 percent in 1983 to 8.1 percent in 1984. 


FOREIGN TRADE 


DOMESTIC EXPORTS: In 1984, domestic exports reached 

° illion. This strong export growth was largely 
attributable to the continued strength in the U.S. economy 
(Hong Kong's largest market) and to the depreciated Hong Kong 
dollar, which increased the price competitiveness of Hong 
Kong's products. Growth of exports in 1985 is expected to 
Slow down as the U.S. economy has been showing signs of 
weakening. The Hong Kong government has forecast total 
exports (domestic exports plus re-exports) to reach 


$34.9 billion in 1985, representing 18 percent real growth 
over 1984, 


MAIN MARKETS: In 1984, $7.9 billion (or 44 percent) of Hong 


Kong's domestic exports went to the United States. The United 
Kingdom, China and West Germany each absorbed about 8 percent 
of Hong Kong's exports. Japan, Canada, Australia and Singapore 
together accounted for another 12 percent. $3.7 billion, or 

20 percent, went to the rest of the world. 


The China market for Hong Kong's exports has more than trebled 
in four years, reaching $1.4 billion in 1984. Joint venture 
activities in compensation trade and processing arrangements 
between China and Hong Kong have contributed to the rapid 
growth of the Chinese market. 


PRODUCTS: The traditionally dominant textile and clothing 
sector accounted for 40 percent of Hong Kong's domestic 
exports of $17.6 billion in 1984, a 24 percent nominal 
increase over 1983. Most of the textile exports were apparel 
which went to the United States, West Germany and the United 
Kingdom. Non-apparel textile products were exported to China 
and other countries. Other major exports included electronic 
products ($3.1 billion) and watches and clocks ($1.1 billion). 
Plastic toys and dolls and household electrical appliances 
together accounted for another $1.7 billion. Over the year, 
the average real growth of these exports was 20 percent, with 
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electronic components and household electrical appliances 
recording the fastest growth. 


RE-EXPORTS: Goods transshipped through Hong Kong, classified 
as “re-exports" by the Hong Kong Government, increased by 

38 percent to reach $10.7 billion in 1984. These goods -- 
predominantly textiles (yarn, fabrics and apparel) and 
electrical equipment -- are usually destined for markets in 
East Asia. Shipments to China, Hong Kong's largest re-export 
market, rose an astounding 114 percent to $3.6 billion, 
representing over one quarter of total re-exports. Re-exports 
to China consisted mainly of textile yarn and fabrics, 
electrical machinery, telecommunications and sound recording 
equipment and office machines. Those to the United States 
(mainly goods originating in China) totaled $1.5 billion, 
while Taiwan, Singapore, Japan and Indonesia each absorbed 
about $565 million. 


China remained the most important source of re-exports. 

The value of Chinese goods re-exported through Hong Kong to 
the rest of the world grew 33 percent in nominal terms to 

$3.6 billion during the year. The main items re-exported from 
China through Hong Kong were textile yarn, fabrics and made-up 
articles and clothing. Japan and the United States 


respectively provided 22 percent and 10 percent of the goods 
re-exported through Hong Kong. 


IMPORTS: Goods imported into Hong Kong include raw materials, 
semi-manufactured goods, consumer goods, capital goods, 
foodstuffs and fuels. During the year, the value of total 
imports showed an 18 percent nominal increase to reach 

$28.6 billion. China maintained its position as the leading 
supplier. In 1984, Chinese goods imported into Hong Kong rose 
21 percent to reach $7.1 billion. Japan came second with 

$6.7 billion, a 21 percent increase. Imports from the United 
States, the third largest supplier, rose 18 percent to 

$3.1 billion. Unlike imports from China, about one-half of 
which are re-exported, most (70 percent) imports from the 
United States are retained here rather than re-exported. 


RETAINED IMPORTS: In line with the general recovery in 
Manufacturing and industrial activities, Hong Kong's retained 
imports showed a real increase of 9 percent in 1984. Growth 

in retained imports of capital goods was especially encouraging 
to the Hong Kong government, as it indicates renewed capital 
investment following a period of political uncertainty. 


INVISIBLE TRADE: Tourism is flourishing in Hong Kong, due 
to the depreciation in 1983 of the Hong Kong dollar. The 

number of tourist arrivals in 1984 increased 14 percent to 
3.2 million, about 18 percent of whom came from the United 


States. They spent $383 million in the territory during the 
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year. Hong Kong now has about 18,000 hotel rooms. The 
occupancy rate averaged 89 percent for the year, but reached 
full-to-overflowing during the peak season. The shortage of 
hotel rooms, expected to last for at least another year, has 
encouraged new hotel projects in Hong Kong. 


LABOR 


The seasonally adjusted unemployment rate fell from 4 percent 
in the first quarter to 3.8 percent in the fourth quarter of 


1984. The Hong Kong government considers this to be effective 
full employment. 


The strong economy increased jobs in the manufacturing sector 
by 5 percent to 904,700 in the twelve months ending September, 
1984, The new jobs are mainly in the electronics, plastics 
and garment industries. Although employers have claimed that 
the U.S. rules of origin would harm employment in the knitwear 
industry, others assert that the revised rules would in fact 
increase employment opportunities by forcing employers to move 
their operations from China back to Hong Kong. Complaints of 


labor shortages, especially in skilled categories, are being 
voiced by manufacturers. 


Employment in the service sector (finance, insurance, real 
estate and business services), increased by 3 percent while 
employment in the building and construction industry, still 
suffering the effects of the 1982-83 slump in the property 


market, declined by 5 percent in the twelve months ending 
September, 1984. 


Earnings of workers as measured by payroll per person engaged 
in the manufacturing and service sectors increased 8 and 

4 percent respectively in real terms for the comparable 
period. In contrast, real earnings for construction workers 
declined 5 percent. 


INFLATION: Inflation in 1984, as measured by the Consumer 
Price Index (A), slowed down to 8.1 percent. This probably 
indicates that the adverse effect of the depreciation of the 
Hong Kong dollar on import prices has worked through the 
economy. The stability of the exchange rate and the strength 
of the U.S. dollar, to which the Hong Kong dollar is pegged, 

is now bringing about lower inflation. As continued stability 
of the Hong Kong dollar is likely in 1985, the inflation rate 
is expected to decline even further -- to 5.5 percent according 


to Hong Kong government forecast. 
INDUSTRIAL SECTORS 


TEXTILES AND CLOTHING: Aided by strong consumer demand and 
inventory rebuilding in the United States, textile and 
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clothing exports grew 24 percent in U.S. dollar terms in 1984. 
Textile shipments in 1985 will be affected by the expected 
decline in U.S. demand (as inventory has been rebuilt) and by 
the enforcement of the new U.S. rules of origin which the Hong 
Kong government estimates could affect up to $282 million, or 
16 percent of Hong Kong's Multi-Fiber Arrangement (MFA) textile 
exports to the United States in 1983. (Hong Kong also exports 
silk and ramie products which are not subject to MFA quotas.) 
The extent to which the industry is actually affected by the 
new rules will depend on the rigidity of U.S. interpretation 
of the rules and the speed of adjustment to the changed 
Situation on the part of Hong Kong manufacturers. 


ELECTRONICS: Hong Kong's electronics industry is essentially 
an assembly industry with components imported for assembly 
into finished products for export. Growth in electronics 
exports in 1984 was 19 percent in U.S. dollar terms. As in 
textiles, the United States is the most important market, 
taking about 60 percent of Hong Kong's electronics exports. 


While Hong Kong's electronics industry benefits from a 
relatively cheap, but fairly sophisticated and very 
hard-working labor force, it suffers from lack of investment 
in research and development (R&D). R&D expenditure in this 
industry probably amounts to only 3 percent of sales revenue. 
Pure research is rare. The majority of research work is 
carried out on an ad hoc basis to react to, rather than to 
anticipate or develop, market trends. 


Hong Kong has not escaped the woes that have hit the 
semiconductor and electronics components industries worldwide 
as a result of over-production, depressed demand, and growing 
competition. Orders for some products (particularly cheap 
telephone instruments) dropped drastically towards the end of 
the year. Some major factories, including those of American 
multinationals, are utilizing their capacity at below breakeven 
rates. But these production problems in 1984 were masked by 
substantial increase in sales -- by as much as 500 percent -- 
of electronic components and consumer goods to China. 


With the expected slowdown of the U.S. economy (the major 
export market) in 1985 and a generally saturated market for 
consumer electronics, local manufacturers expect the export 


growth of electronics products to be significantly lower this 
year. 


THE FINANCIAL SECTOR 


DEPOSITS AND MONEY SUPPLY: In the first nine months of the 
year, there was a great exodus of deposits from Hong Kong 
dollar to U.S. dollar accounts. The signing of the 
Sino-British accord in late September restored confidence in 
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Hong Kong's future and the flow of money reversed its direction 
back into Hong Kong dollar accounts. For 1984 as a whole, 
Hong Kong dollar deposits increased 17 percent to $25 billion, 
whereas foreign currency deposits increased 18 percent to 
$22.4 billion. The switch from one currency to another caused 
considerable fluctuation in the Hong Kong dollar component of 
the money supply. It fell by as much as 1.6 percent in April 
and rose by as much as 4.5 percent in November from the 
preceding month. For 1984 as a whole, Hong Kong dollar money 
supply (broadly defined M3) grew 24 percent against the 

25 percent growth of the total money supply (Hong Kong dollar 
and foreign currency). 


Comparable growth in money supply will probably continue in 
1985 although business confidence resulting from the 
Sino-British accord will probably lead to slightly higher 
growth in the Hong Kong dollar component of the money supply. 


BANKING AND DEPOSIT-TAKING ACTIVITIES: At the end of 1984, 
Hong Kong had 140 Licensed banks (98 foreign banks, 29 local 
Chinese and 13 mainland Chinese banks). They maintained a 
total of 1,407 branches holding $37.9 billion in deposits from 
customers. In addition there were 3ll registered and 33 
licensed deposit-taking companies (DTCs) which have a lower 
capital requirement, can accept only time deposits above a 
certain amount, and are generally subject to less regulation. 
But they also offer slightly higher interest rates. The total 
liabilities of all the deposit-taking institutions (banks and 


licensed and registered DTCs) amounted to $162.4 billion, a 
6 percent increase from the 1983 level in U.S. dollar terms. 


In recent. years, DTCs have experienced difficulties owing to 
over-exposure to the property market, mismanagement, the lack 
of bank backing and inadequate staff training. 1984 witnessed 
the failure of several DTCs, which led the Hong Kong Government 
to introduce tighter regulations on financial institutions and 
to consider further reforms in areas such as liquidity 
requirements, legal lending limits for foreign banks and the 
imposition of a 10 percent capital-to-asset ratio on local 
banking and deposit-taking institutions. The Monetary Affairs 
Branch is also considering whether the government should have 
the power to approve major changes in the ownership of banks. 
The local banking community has criticized several of these 
proposed reforms, and the government is now considering how to 
proceed. 


LOANS AND ADVANCES: Strong export sales followed by excellent 
cashflow reduced loan demand from manufacturers. Lending to 
the property sector, previously a big borrower, also declined. 
Between the end of 1984 and 1983, total loans made by 
deposit-taking institutions increased only marginally--by less 
than 1 percent--to $53.9 billion. 
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EXCHANGE RATES: The Hong Kong dollar, officially tied to the 
U.S. dollar, remained essentially stable during 1984, moving 
for most of the time within the narrow range of HK$7.78 to 
7.83 to one U.S. dollar. However, the maintenance of the 
official peg causes wide fluctuations in the Hong Kong dollar 
money supply and interest rates when pressures develop in the 
foreign exchange markets (as was the case in February and 
March, 1984). On a trade-weighted basis, the Hong Kong dollar 
advanced 11 percent against most major currencies during the 


year, largely as a reflection of the strength of the U.°. 
dollar. 


The Hong Kong Government has consistently stated that it has 
no intention of revising or abolishing the linked rate in the 
near future. This position, combined with restored business 
confidence following the September initialing of the 
Sino-British Agreement, will continue to contribute to the 
stability of the Hong Kong currency in the foreseeable 
future. However, Hong Kong's monetary stability will remain 
subject to the influence of the U.S. dollar. Any sharp 
weakening of the U.S. dollar in 1985 could bring pressure on 
the Hong Kong government to change its exchange rate. 


INTEREST RATES: Maintaining a stable exchange rate under the 
linked-rate system has caused great volatility in interest 
rates. The interbank overnight interest rate ranged from a 
low of 3.32 percent in mid-March (in response to substantial 
speculative inflow of funds) to a high of 46.5 percent in 


mid-July (in response to sudden nervous sentiment about the 
Hong Kong dollar). After the initialing of the Sino-British 
accord, the interbank overnight rate has generally moved 
downwards and ended the year at 6.0-7.5 percent. Rates for 
Hong Kong dollar deposits were altered frequently during 1984, 
mainly in response to movements in money market rates. In 
late December, 1984, the savings rate and the prime lending 
rate dropped to 5.5 percent and 11 percent respectively. 


THE STOCK MARKET: The stock market, sensitive to the 
Slightest political ambivalence regarding Hong Kong's future, 
was volatile during 1984. The Hang Seng Index rose by 300 
points to reach 1,170 in March and fell by more than 400 
points to reach 746 in July. However, the September 
initialing of the Sino-British accord had a stabilizing effect 
on the stock market. In the final three months of the year, 
the Hang Seng Index rose from 989 to just over 1,200 at year 
end, a 37 percent increase from a year ago. Volume traded on 
the stock market in 1984 increased 22 percent in U.S. dollar 
terms over 1983's lackluster level. Total turnover on the 
four exchanges amounted to $6.2 billion. 





THE PROPERTY MARKET 


In 1984 the supply of all kinds of new private property 
decreased by 38 percent. The supply of new private commercial 
property fell 59 percent while that of private industrial 
property fell 6 percent. Property prices appeared to have 
firmed up in certain areas since mid-year. Following the 
September initiating of the accord, there has been a 
continuing upsurge of interest in residential property. 

Prices of small and medium-size flats have risen, as have 
rents for luxury units. Restored business confidence was 
reflected in increased shop openings. Occupancy and rent for 
shop space, especially in prime locations such as Kowloon's 
Tsimshatsui, improved. Rents and prices for industrial space 
Stabilized, whereas those for office space remained soft owing 
to over-supply. 


Mortgage rates fluctuated between 10.0-18.5 percent during 
1984, but stabilized around 12.5 percent towards the end of 
the year. The low rates, the Sino-British accord, and the 
relatively low property prices sparked renewed interest in 
government land sales and construction projects. The first 
land auction after the accord fetched prices much higher than 
pre-auction estimates. Shortly thereafter, Hutchison Whampoa, 
a company controlled by property tycoon Li Ka-Shing, announced 
plans to develop a huge commercial and residential complex on 
a Hunghom site for $513 million. Positive developments in the 
property sector are expected to continue in 1985. 


THE PUBLIC SECTOR 


The Hong Kong government has adopted a conservative fiscal 
policy to keep growth of the public sector below that of the 
overall economy. As the government expects real GDP growth of 
7 percent in 1985, it plans to reduce the public sector's share 


of the GDP from 17.5 percent in FY84-85 to 16 percent in 
FY85-86. 


According to the government's plans, Fiscal 1985-86 will see 
Hong Kong's fourth consecutive deficit budget. With 
anticipated revenue of $4.8 billion and estimated total 
expenditure of $4.9 billion, the deficit is expected to be 
$128 million for the fiscal year, even after implementation of 
wide-ranging increases in indirect taxes. Specific tax 
increases announced in early 1985 include airport departure 
tax, diesel oil duty, and new taxes on cosmetics, and soft 
drinks. The government thus hopes to move towards a balanced 
budget for FY86-87. 
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IMPLICATIONS FOR THE UNITED STATES 


Hong Kong offers many opportunities for U.S. exporters. 
Although small (5.4 million people), it is one of the fastest 
growing economies in the world, has an increasingly affluent 
consumer base (per capita gross domestic product of $5,937 in 
1984), is the most important port in Asia, and is already the 
lith largest market for U.S. exports. The Hong Kong Government 
remains generally committed to free trade. There are virtually 
no import or export restrictions. Tariffs are levied on only 

a few items: tobacco products, wines and liquors, hydrocarbon 
Oils, cosmetics and soft drinks. (In addition, heavy first 


registration taxes on motor vehicles discourage their 
ownership.) 


To maintain its rapid growth and to establish a reputation for 
high quality, Hong Kong is attempting to diversify away from 
textiles, garments, and low-priced consumer goods towards more 
sophisticated manufactured products. U.S. firms should pursue 
aggressively the markets generated by Hong Kong's needs that 
will arise from its diversification efforts. 


However, Hong Kong's open market is very competitive. U.S. 
firms will face tough competition from Japan and China, Hong 
Kong's two major suppliers. U.S. companies must offer not 
only competitive prices, but guaranteed delivery dates and 
after-sales service. Local customers need to be assured that 
new U.S. firms will remain committed to the Hong Kong market 
and serve as reliable supply sources regardless of economic 
swings in the U.S. 


BEST SALES PROSPECTS 


U.S. suppliers will find that sales prospects are best for 
electronic components, electronics production and testing 
equipment, medical equipment, consumer products, sophisticated 
business equipment, computers and peripheral products, 
packaging equipment, commercial and home security equipment, 
material handling equipment, industrial safety equipment, and 


fresh and processed foods. The major categories are 
highlighted below. 


Hong Kong's electronics industry, which has close connections 
with the United States, is its fastest growing industry. The 
current emphasis on upgrading electronics technology highly 
favors American manufacturers, especially manufacturers of 
electronics production and testing equipment. 


Hong Kong is one of the fastest growing markets for American 
foods. Between 1979 and 1984, U.S. agricultural exports to 
Hong Kong doubled from $206 million to $412 million. Best 
prospects include oranges, fresh grapes, ginseng, poultry, 
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wheat, prepared animal feed, eggs, tobacco, candy, lettuce, 
beef and cotton. The best prospects for future growth are in 
high-value food products. 


The rising affluence of Hong Kong's population has created a 
growing demand for sports equipment, household labor-saving 
devices, convenience items, small appliances, linens, towels, 
and cotton bedsheets. Imported apparel, particularly 


children's wear, casual, leisure and sports wear, is also 
popular. 


As a major international financial center, Hong Kong has a 
strong demand for business and office equipment, as well as 
for computers and peripheral equipment, including 
mini-computers and software. The best prospects are for 
space- and labor-saving office equipment and information 
“processing and telecommunications equipment. Both hardware 
and software that can be used locally in these categories will 
be .in demand. 


Hong Kong's new hospitals and expanding health care facilities 
offer good opportunities for U.S. suppliers of medical and 
health care equipment. The continued growth of tourism in 
Hong Kong, Macau, and China creates demand for hotel and 
restaurant equipment. There are also opportunities in 
packaging equipment as Hong Kong manufacturers put more 
emphasis on attractive and secure packaging for export. The 


demand for commercial security equipment is on the rise because 
Hong Kong's insurance firms now require retail outlets handling 
high-value merchandise to instali adequate security systems 
before providing them insurance. The new electronics industry 
also has a large demand for security equipment as thefts are 
not uncommon, 


Other markets which may develop into trade opportunities for 
American firms in the next several years include industrial 
safety equipment, pollution control equipment, energy 
conservation equipment and energy efficient machinery. The 
development of these markets will depend on the Hong Kong 
Government's enforcement of legislation in these areas, as 
well as movements in world energy prices. 


There are strong indications that Hong Kong will become a major 
service center for offshore oil exploration in the South China 
Sea. This sector could provide a major share of service sector 
growth in Hong Kong through the 1980s and 90s. 


For additional information on best prospects for U.S. exports 
to Hong Kong, the U.S. Departments of Commerce and Agriculture 


have more detailed information available to American business 
firms. 





INVESTMENT OPPORTUNITIES 


The United States, followed by Japan and the United Kingdon, 
is the largest foreign investor in Hong Kong's manufacturing 
sector. U.S. investment can provide capital, advanced 
technology, and managerial knowhow to assist Hong Kong to 
develop its economy, and to develop new markets for U.S. 
products. The more promising investment areas are: 
electronics, including printed circuit boards, semiconductors, 
computer assembly and software, business machines, instrument 
and automation industrial controls and advanced consumer 
electronics; electrical equipment, including motors, 
transformers, electrical accessories and electrical 
appliances; optics, including cameras, microscopes, glasses 
and binoculars; telecommunications equipment, ranging from 
push button telephones to terminal equipment; light industrial 
metal manufacturing, processing and engineering equipment; and 
basic plastic material manufacturing equipment, including the 


full range of advanced finished products and components made 
of plastic materials. 


Potential deterrents to investment in Hong Kong include 
over-crowding, the cost of office and residential space, and 
strained (though excellent) infrastructure facilities, 
particularly in the transport sector. On the other hand, Hong 
Kong offers substantial advantages: a well-founded code of 
commercial law, ready availability of professional services, 
skilled labor, a government sympathetic to business concerns, 


and excellent communications. 


THE CHINA DIMENSION 


In spite of China's opening to the west and Japan since 1979, 
Hong Kong continues to play a major role as an entrepot for 
China trade. Of the $1.99 billion in U.S. exports transiting 
Hong Kong in 1984, $375 million in goods -- some 34 percent of 
the total -- went to China. More importantly, $1.12 billion 
in US imports from China transited Hong Kong in 1984 -- almost 
37 percent of all U.S imports from China. 


In fact, Hong Kong is a natural center for doing business with 
China. Even though China has become more accessible to 
foreign traders in recent years, many China traders continue 
to prefer Hong Kong as a base of operations. Since the 
agreement that Hong Kong will revert to China in 1997, there 
has been a veritable flood of Chinese officials from the 
provinces, seeking to purchase foreign technology, to attract 
foreign investment and to set up offices in Hong Kong. The 
massive growth in China's commercial and economic presence in 
Hong Kong has created new opportunities for U.S. businessmen 
to make contacts with Chinese officialdom never before present. 
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Hong Kong offers a variety of other services for U.S. 
businessmen interested in exploring the China market. Local 
staff are often fluent in English, Cantonese and Mandarin 
Chinese. Consulting firms offer a wide range of necessary 
services, including legal advice, travel arrangements, 
translation, packaging, shipping and market surveys. Hong 
Kong's active American Chamber of Commerce arranges numerous 


programs and has special action committees for developing the 
China market. 


The close economic and commercial integration between Hong 
Kong and China's Pearl River Delta in southern Guangdong 
Province means that U.S. businessmen can also take advantage 
of Chinese labor and expertise in the processing of a whole 
range of light industry products and electronics goods. The 
region also provides opportunities for U.S. firms interested 
in food processing and the development of agricultural side 
products. Moreover, Hong Kong is the next door neighbor of 
two of China's special economic zones -- Zhuhai and Shenzhen 
-- key centers of foreign investment, wholly-owned investments 
and compensation trade arrangements. Transportation and 
communications links between Hong Kong and the two special 
economic zones as well as with the whole of Southern China 
have grown significantly in recent years, expediting trade and 
commercial ties with the world, and easy access to a broad 
spectrum of financial and related services. 


(Note: All data in this report are in US dollars unless 
otherwise indicated.) 
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